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HEALTH RESOURCES
AND SERVICES ADMINISTRATION
“HRSA—Helping Build A Healthier Nation'’

The Health Resources and Services Administra-
tion has leadership responsibility in the U.S. Pub-
lic Health Service for health service and resource
issues. HRSA pursues its objectives by:

e Supporting states and communities in deliver-
ing health care to underserved residents, moth-
ers and children and other groups;

e Participating in the campaign against AIDS;

¢ Serving as a focal point for federal organ trans-

lant activities;

* Providing leadership in improving health profes-
sions training;

* Tracking the supply of health professionals and
monitoring their competence through operation
of a nationwide data bank on malpractice claims
and sanctions; and

¢ Monitoring developments affecting health facil-
ities, especially those in rural areas.
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{ DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service

(Y

N Heelth Resources and
Services Administration
Rockville MD 20857

August 1, 1990

The Bonorable Louis W. Sullivan, M.D.
Secretary of Eealth and Human Services
Washington, D.C. 20201

Dear Mr. Secretary!

I am pleased to trar asit to you the second report of the Council on
Graduate Medical Ecucation (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272., This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The serond critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians; and the participation o! minorities
in medical careers is well belcw the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council has
operated. Accordingly, the Council continues to believe that "annual
authorization and appropriation levels of $1.5 millicn should be
provided to COGME to assure that adequate resor:rces are available to
support its analytic agenda and meet its necessary staff and meeting
expenses." We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for provi(ing us with the
opportunity to date to participatie in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

Neeol G. \/aw«&od

Neal A. Vanselow, M.D.
Chairperson
Council on Graduate Medi.al Education

ERIC b
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g DEPARTMENT OF HEALTH & HUMAN SERVICES Public Hestth Service
é‘b
e Health Resources and
Services Administration
Rockville MD 20857

August 1, 1990

The Bonarable Edward M. Kennedy

Chairman, Committee on Labor and Human Resources
Unfted States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

I am pleased to transmit to you the second report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272. This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of CME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
i1emaing well below that of the general population. This results in a
dual deficiency for society: minorities are undergerved in part because
of shortages of minority physicians; and the participation of minorities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assigtance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council has
operated. Accordingly, the Council continues to believe that 'annual
authorizati-: and appropriation levels of $1.5 million should be
provided to COGME to assure that adequate resources are available to
suppo 't its analytic agenda and meet its necessary staff and meeting
expenses.'' We sincerely hope that this recommendation will be given
favorable consideration.

On belialf of the Council, I want to thank you for providing us with the
oppo.tunity to date to participate in the deliberations on the igsues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that thi. report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Regpectfully submitted,

/\/ued-(/m»&d

Neal A. Vanselow, M.D.
Chairperson
Council on Graduate Medical Education
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if DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service

L

e Heatth Resources and
Services Administration
Rockvike MD 20857

August 1, 1990

The Honorable Orrin G. Hatch

Ragking Minority Member

committee on Labor and Human Resource
United States Senate

Washington, D.C. 20510

Dear Senator Hatch:

I am pleased to transmit to you the second report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272, This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of tha Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians, and the participation of minorities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COCME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council has
operated. Accordingly, the Council continues to helieve that '‘annual
authorization and appropriation levels of $1.5 miilion should be
provided to COGME to assure that adequate resources arc available to
support its analytic agenda and meet its necessary staff and meeting
erpenses.' We sincerely hope that this recommendation will be given
favorable considerstion.

On behalf of the Council, I want to thank you for providing us with the
oppor:unity to date to participate in the deliberations on the issues
surrounding undergraduate &nd graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
isgues and co.ucsrns.

Respectfully submitted,
I\‘MIQ'(/WM
Neal A. Vangelow, M.D.

Chairperson
Council on Graduate Medical Education
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{' DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service
e Heslth Resources and
Services Administration
Rockville MD 20857

August 1, 1990

The Honorable Lloyd M. Bentsen
irman, Committee on Finance

United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

I am pleased to transmit to you the second report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272. This report contains 12 recommendations on igsues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence thet certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the Firet Report of the Council but we
feel it is important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians; and the particZpation of minorities
in medical ccreers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitacions under which the Council has
operated. Accordingly, the Council continues to oelieve that "annual
suthorization and appropriation levels of $1.5 million should be
provided to COGME to assure that adequate .esources arc¢ available to
support its analytic agenda and meet its necessary staff and meeting
expenses."” We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for providing us with the
opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congruss. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

{\Iuj((«(/wuw@m)

Neal A. Vanselow, M.D.
Chairperson
Council on Graduate Medical Education

BEST COPY AVAILABLE g
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{ DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Sevvice

L )

‘Nnu. Hestth Resources and
Services Administration
Rockville MD 20857

August 1, 1990

The Honorable Bob Packwood
Ragking Minority Member
Committee on Finance
United Statesg Senate
Washington, D.C. 20510

Dear Senator Packwood:

I am pleased to transmit to you the Jecond report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272. This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of mincrities in medicine.

The Council decided to undertake an indepth review ¢¢ the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The second critical issue dealt with in thi. report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re—emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remaing well belc.r that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians; and the participation of minorities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in itg First Report, COGME members
believe that the deliberations leading to the Second Report continue tc
be hampered by data and resource 'imitations under which the Coiacil has
operated. Accordingly, the Council continues to believe that "annual
authorization and appropriation levels of $1.5 million should be
provided to COGME to assure that adequate resources are available to
support its analytic agenda and meet its necessary staff and meeting
expenses.' We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for providing us with the
opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

Neal . Venacbacd

Neal A. Vanselow, M.D.
Chairperson
l.fsouncil on Graduate Medical Education




DEPARTMENT OF HEALTH & HUMAN SERVICES Public Heatth Service

’?muux
*
‘\mu- Heelth Resources and
Services Administration
Rockville MD 20857
August ), 1990

The Bonorable John D. Dingell

Chgirman, Committee on Energy and Commerce
House of Representatives

Washington, D.C. 20201

Dear Mr. Chairman:

1 am pleased to transmit to you the gecond report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272. This report contains 12 recommendations on igsues related
to (1) -‘the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine,

The Council decided to undertake an iundepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it ig important enough to warrant re—emphasis. Even as th2
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians; and the participation of minorities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council has
operated. Accordingly, the Council continues to believe that "annual
authorization and appropriation levels of $1.5 million ghould be
provided to COGME to assure that adequate resources are available to
support its analytic agenda and meet its necessary staff and meeting
expenses.'' We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for providing us with the
opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recomnendations to the Department of Health end BHuman Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

Nwﬁadw

Neal A. Vanselow, M.D.
Chairperson
Council on Graduate Medical Education
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5‘ DEPARTMENT OF HEALTH & HUMAN SERVICES Public Heelth Service

kY

ﬁ‘““ Heelth Resources and
Services Administ stion
Rockville MD 20867

August 1, 1990

The Honorable Norman F. Lent
Ranking Minority Member
Committee on Energy and Commerce
House of Representatives
Washington, D.C. 20201

Dear Mr. lent:

1 am pleased to transmit to you the gsecond report of the Courncil on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII cf the Public Bealth Service Act as amended by Public
Law 99-272., This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hcspital
financial problems have the potential to aifect the quality and
operations of graduate medical education (GME) programs and the number
vf GME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re-emphagis. Even as the
proportion of minorities in the general populaticn is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physicians; and the participation of minc-ities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council hes
oresrated. Accordingly, the Council continues to believe that "annual
suthorization and appropriation levels of $1.5 million should be
provided to COGME to assure that adequate resources are available to
support its snalytic agenda and meet its necessary staff and meeting
expenses." We sincerely hope that thie recommendation will be given
favorable consideration.

On behalf of the Council, I want to taark you for providing us with the
\ opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

Neat G. Venaelod

Neal A. Vanselow, M.D.
Chairperson
1.23 Coun-il on Graduate Medical Education
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{. DEPARTMENT OF HEALTH & HUMAN SERVICES Public Heatth Service

)

Mirne Heaith Resources and
Services Administration
Rockvile MD 20857

August 1, 1990

The Honorable Dan Rostenkowski
Cheirman, Committee on Ways and Means
House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

I am pleased to transmit to you the second report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Jaw 99-272. This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine,

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of
anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to tvain future physicians.

The second critical igsue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it is important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual de{iciency for society: minorities are underserved in part because
of shortages of minority physicians; and the participation of minorities
in medical careers is well below the national average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Kealth Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitations under which the Council has
operated. Accordingly, the Council continues to believe that "annual
authorization and appropriation levels of $1.5 million should be
provided to COGME to assure that adsquate resources are available to
support its analytic agendea and me:t its necessary staff and meeting
expenses." We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for providing us with the
opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
\ our recommendations to the Department of Health and Juman Services and
, to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Respectfully submitted,

Newl Gr Virarlawd

Neal A. Vanselow, M.D.
x Chairperson
- Council on Graduate Medical Education
ERIC
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{ DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service

L )

‘\un. Hestth Resources and
Services Administration
Rockvills MD 20857

August 1, 1990

The Honorable John J. Duncan
Ragking Minority Member
Committee on Ways and Means
House of Representatives
Washington, D.C. 20515

Dear Mr. Duncan:

1 am pleased to transmit to you the second report of the Council on
Graduate Medical Education (COGME) in accordance with Part H, Section
799 of Title VII of the Public Health Service Act as amended by Public
Law 99-272, This report contains 12 recommendations on issues related
to (1) the financial status of teaching hospitals; and (2) the
underrepresentation of minorities in medicine.

The Council decided to undertake an indepth review of the financial
status of teaching hospitals because of an increasing amount of

- anecdotal evidence that certain teaching hospitals are experiencing
financial difficulty. The Council believes that teaching hospital
financial problems have the potential to affect the quality and
operations of graduate medical education (GME) programs and the number
of GME programs available to train future physicians.

The second critical issue dealt with in this report is the
underrepresentation in medicine of many of the Nation's minorities.

This topic was also dealt with in the First Report of the Council but we
feel it ig important enough to warrant re-emphasis. Even as the
proportion of minorities in the general population is increasing, their
proportion among physicians in practice, research, and medical education
remains well below that of the general population. This results in a
dual deficiency for society: minorities are underserved in part because
of shortages of minority physiciang; and the participation of minorities
in medical careers is well below the netional average.

Since its inception, the Council has received excellent staff assistance
and support from the Health Resources and Services Administration of the
Public Health Service. As stated in its First Report, COGME members
believe that the deliberations leading to the Second Report continue to
be hampered by data and resource limitatione under which the Council has
operated. Accordingly, the Council continues to believe that "annual
authorization and appropriation levels of $1.5 million should be
provided to COGME to assure that adequate resources are available to
support its analytic agenda and meet its necessary staff and meeting
expenses.” We sincerely hope that this recommendation will be given
favorable consideration.

On behalf of the Council, I want to thank you for providing us with the
opportunity to date to participate in the deliberations on the issues
surrounding undergraduate and graduate medical education and to offer
our recommendations to the Department of Health and Human Services and
to the Congress. We hope that this report and subsequent Council
reports will provide the guidance you need in addressing these National
issues and concerns.

Regpectfully submitted,

Neal G. Vamadlawd

Neal A. Vanselow, M.D.
Chairperson

BEST COPY AVA“_ABLE 14 Cowmeil oa Graduate Medical Education




CHARGE TO THE COUNCIL

Title VII of the Public Health Service Act in Section 799(H), as amended by Public Law 99-272, required that the Council
on Graduate Medical Education proviuc advice and make recommendations to the Secretary and to the Committees on
Labor and Human Resources, and on Finance of the Senate and the Committees on Energy and Commerce, and on Ways
and Means of the House of Representatives, with respect to:

(A)
(B)
©
(D)

(E)

(F)

the supply and distribution of physicians in the United States;
current and future shortages or excesses of physicians in medical and surgical specialties and subspecialties;
issues relating to foreign medical school graduates;

appropriate Federal policies with respect to the matters specified in (A), (B), and (C) above, including policies
concerning changes in the financing of undergraduate and graduate medical education programs and changes in
the types of medical education training in graduate medical education programs;

appropriate efforts to be carried out by hospitals, schools of medicine, schools of osteopathy, and accrediting
bodies with respect to the matters specified in (A), (B), and (C) above, including efforts for changes in
undergraduate and graduate medical education programs; and

deficiencies in, and needs for improvements in, existing data bases concerning the supply and distribution of,
and postgraduate training programs for, physicians in the United States and steps that should be taken to eliminate
those deficiencies. The Council is to encourage entities providing graduate medical education to conduct activities
to voluntarily achieve the recommendations of this Council under paragraph (E) zbove.
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I. INTRODUCTION

OVERVIEW

The Council on Graduate Medical Education (COGME) is charged by law to provide recommendations concerning the
adequacy of the current and future supply and distribution of physicians in the United States; issues relating to foreign medical
graduates; appropriate Federal policics with respect to changes in the financing of undergraduate and graduate medical
education (GME) programs, and changes in the types of GME programs; appropriate efforts to be carried out by hospitals,
schools of medicine, schools of osteopathy, and accrediting bodies with respect to physician supply adequacy and medical
education programs; and deficiencies and needs for improvements in data bases concerning physician supply and distribution,
and medical education programs in the United States. COGME works by obtaining data and information from expert
testimony and contracted analyses, and discussions with experts in the ficld. -

Clinical medical education and GME in the United States are centered in teaching hospitals which serve as a key resource
for the nation. They provide leadership in biomedical training and rescarch, access to health care for large minority and
underserved populations in nearly all states, complex and intense care frequently not available elsewhere, and leadership in
the quality of care provided to the American people. The financial status of teaching hospitals is a key factor in their ability
to maintain the quality and thoroughness of training, the adequacy of the snpply and distribution of physicians, high quality
of care, and access to health care for many citizens who are underserved or in need of thc most advanced levels of medical
care. In addition, minority health status and adequate access to health care are strongly related to and dependent upon an
increased number of minorities in the medical profession. More minority physicians must be trained to assume increased roles
in academic medicine, clinical research, and the practice of medicine.

PURPOSE

The Council has become concerned over the last year with two areas pertinent to GME: evidence of a deteriorating financial
status for many of the nation’s teaching hospitals, and the continuing underrepresentation of minorities in medicine. Although
reports leading to concerns about teaching hospital financial status have been sporadic or anecdotal, such difficulties have the
potential to affect the quality and operations of GME programs, and the number of GME programs available to train future
physicians. Based on data that had been received earlier from the Health Care Financing Administration (HCFA), the
Prospective Payment Assessment Commission (ProPAC), the Congressional Budget Office, and others, COGME at its June
1989 meeting decided to engage a contractor to comprehensively analyze existing data on the financial status of teaching
hospitals, and to consider issuing a special report on the subject.

The second critical consideration for the Council is the underrepresentation in medicine of many of the nation’s minorities.
Even as the proportion of minorities in the general population is increasing, their proportion in medicine remains well below
that of the general population. This situation will worsen in the near future due to the steady decline in minority applications
to medical schools since 1985. This results in a dual deficiency for society: minorities are underserved in part because of
shortages of minority physicians, and the participation of minorities in professional careers is well below national averages.

APPROACH

To study the financial status of teaching hospitals, the Bureau of Health Professions (BHPr) and the Health Resources and
Services Administration (HRSA) of the Department of Health and Human Services, and the Department of Veterans Affairs
(DVA), commissioned Lewin/ICF, Inc., to analyze existing financial data and information on non-Federal and Veterans
Administration teaching hospitals. The Lewin/ICF report was presented and discussed at a special meeting of COGME on
November 2, 1989. Comments on the Lewin/ICF report were provided by organizations representing teaching hospitals and
medical educators--the Association of American Medical Colleges (AAMC), the American Hospital Association (AHA), and
the American Medical Association (AMA); third-party payers-HCFA for Medicare, thc Blue Cross/Blue Shield Association,
the Health Insurance Association of America, and the Group Health Association of America; ProPAC; and Frank A. Sloan,
Ph.D. Their comments, reflected in the minutes for November 2 in Appendix E, have been taken into account in preparing
the Council’s report.

Following the meeting, a supplementary study was commissioned from Lewin/ICF to furthcr analyze the variation in financial
performance under Medicare. The results of this study were presented and discussed at the Council's meeting of January
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29-31, 1990, and the data and statistics are preseated in Appendix B in this report. In addition, a report on related data was
provided by the AHA.

In June, 1990, Lewin/ICF provided revised projections of Medicare margins and related statistics. These are presented in
Appendix C. The new statistics have been taken into account in the Council's final conclusions and recommendations.

To study the underrepresentation of minorities in medicine, the Division of Medicinc requested a comprehensive range of
authorities in the field to provide expert presentations and data to COGME at a special meeting held on November 3, 1989.

Their comments and information, reflected in the minutes for November 3 in Appendix F, have been incorporated in the
report.
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II. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

FINANCIAL STATUS OF TEACHING HOSPITALS

A. HOSPITAL TOTAL MARGINS

Conclusion A-1. Hospital total margins (tms) and patient margins (pms) decreased through pps-4
for both teaching and nonteaching hospitals.

Conclusion A-2. While the balance sheet measures of current ratios and fixed asset financing ratios
for teaching and nonteaching hospitals did not change significantly through pps-4, hospital bond rating

changes for all hospitals during this period were three to four times more likely to be downgrades than
to be upgrades.

Conclusion A-3. High levels of uncompensated and undercompensated care and the failure of

third-party payments to keep pace with rapidly rising costs appear to be significant factors in the
declining financial status of some w.S. Teaching hospitals as measured by tms.

Conclusion A-4. Although major teaching hospitals have relatively high medicare prospective payment
system operating margins (ppsoms), their tms are the lowest in the industry. This is due in large part
to the amount of uncompensated care they deliver.

Conclusion A-5. All other things being equal, as teaching hospital ppsoms continue to decline,
teaching hospital tms will also continue to deteriorate.

Conclusion A-6. If the financial status of teaching hospitals continues to deteriorate, there could
be a threat to the size and quality of gme programs and the ability of these institutions to provide
care to the poor.

Recommendation No. 1: Payments from all payers to teaching hospitals should be sufficient to enable
them to deliver quality patient care and offer exemplary teaching programs to students and residents.
As Congress deliberates on future health care legislation, it should consider the impact of its decisions
on the total margins of hospitals generally and teaching hospitals specifically. This consideration will
be particularly important as policies concerning coverage of bad debt and charity care and extension
of health insurance to uninsured and underinsured individuals are formulated.

Recommendation l.a. It is urgent that Congress address the issue of uncompensated and
undercompensated care.

Recommendation 1.b. Since all recipients of health care services share the benefits of medical
education, all payers, including private payers and Medicaid, should share in its costs.
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Recommendation 1.c. Private payers sliould be strongly encouraged to pay their fair share of
the costs of medical education.

Recommendation 1.d. Congress should require that all state Medicaid programs incorporate
explicit and appropriate payments for medical educatic. into their payment formulas.

Recommendation 1.e. Hospital margins, balance sheet measures, and other indicators of the

finarcial status of teaching hospitals should be carefully monitored as more recent PPS data
become available.

B. FPS OPERATING MARGINS

Conclusion B-1. PPS operating margins (PPSOM) for all hospitals and teaching hospitals have
fallen steadily since the beginning of PPS.

Recommendation No. 2: Optimal national policy needs to balance budgetary concerns with health
care policy concerns. Medicare payments should cover the costs associated with the provision of
care to Medicare beneficiaries. To compensate for the increased risk associated with PPS, PPSOMs
should be above zero on average across the nation’s hospitals.

C. IMPACT OF THE INDIRECT MEDICAL EDUCATION ADJUSTMENT (IMEA)

Conclusion C-1. The PPSOMs of teaching hospitals are highly sensitive to changes in the indirect
medical education adjustment factor (IMEA). If the IMEA were reduced to the levels recommended
by the administration’s FY 1991 budget, the average major teaching hospital PPS margin could drop
into the negative range, and an increased number of teaching hospitals could have a negative PPSOM.
In the opinion of the Council, this would be an unacceptable outcome for Medicare payment policy.

Recommendation No. 3: In view of the deteriorating financial status of teaching hospitals, caution
should be exercised in altering any one reimbursement component. Neither the indirect medical
education adjustment of 7.7 percent nor direct medical education payments should be reduced from
the current levels at this time. Future adjustments in the IMEA should be based upon information
that includes data obtained from a continuous monitoring of teaching hospital finances.

D. VARIATION IN PPS OPERATING MARGIN AMONG HOSPITALS

Conclusion D-1. There is a wide and increasing variation in PPS operating margins among individual
hospitals and across various types of hospitals and geographic areas.

Recommendation No. 4: Efforts should be made to determine the reasons for the wide and growing
variation in PPS margins among individual teaching hospitals and among hospitals
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located in various regions of the country. The financial impact of PPS ultimately should be more
closely equalized across the nation’s hospitals. This implies both adequate levels of Medicare payment
as called for in Recommendation No. 1, and an improved matching of PPS payments to the current
cost structures of differert types of hospitals and different geographic areas.

E. THE IMPORTANCE OF COST CONTROL EFFORTS

Conclusion E-1. Hospital PPSOMs are as much affected by hospital efforts to reduce costs as by
PPS payment levels. Although many teaching hospitals have already taken clear and commendable
steps to control their costs, continuing cost control efforts must be pursued vigorously.

Recommendation No. 5: The Congress and Administration should continue to support the basic
principles of PPS as modified by the preceding recommendations.

MINORITY UNDERREPRESENTATION IN MEDICINE
F.  MINORITY APPLICANT POOL

Conclusion F-1. The size of the minority applicant pool for medical education continues to decrease.

Conclusion F-2. Available data indicates that the problem of recruiting minority students to medical
school is directly linked to poor early academic preparation and insufficient encouragement. There
is both a high dropout rate among minority students and evidence that those who remain in the
educational pipeline are often inadequately prepared for study in the health sciences.

Recommendation No. 6: Emphasis should be placed on the development and suppoi¢ of programs
which improve the size and quality of the minority applicant pool by focusing on early intervention
(e.g., consortia of medical schools, public schools, and community organizations which work together
to improve the educational pipeline).

Recommendation No. 7: Priority for Federal funding should be given to medical schools and teaching
hospitals that have demonstrated success in the recruitment, enrollment, retention and graduation of
underrepresented minority students.

G. MINORITY INDEBTEDNESS

Conclusion G-1: Minority students incur higher debt levels than majority students, and are more
severely impacted by rising tuition costs and the decreasing availability of scholarships and other
desirable forms of financial aid. If this situation continues it will exacerbate the decline in minority
applicanis to medical school and will further discourage minority students from choosing to practice
in primary care specialties and in underserved areas.

Recommendation No. 8: The deb. which minority students incur should be limited through adoption

of a balanced strategy of schoiarships, loan interest subsidies, and loan repayment programs. Medical
schools should also be encouraged to develop innovative ways of reducing costs for minority students.
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Recommendation No. 9: The Federal Government should provide more support in direct scholarships,

and develop programs that match or otherwise stimulate scholarships from other public and private
sources.

Recommendation No. 10: The National Health Service Corps should be expanded and should develop
targeted opportunities for minority students. '

H. SHORTAGE OF MINORITY FACULTY IN MEDICAL SCHOOLS

Conclusion H-1: Minonities are severely underrepresented on the faculties of U.S. medical schools.
The Council believes that this underrepresentation has a negative effect on the recruitment, enrollment,

retention and graduation of minority students and on the professional development of all medical
students.

Recommendation No. 11: The Feucral Government should develop and target for support programs
that encourage minorities to pursue careers in academic medicine. Incentives should take .he form
of fellowships, loan forgiveness, loan repayment, and loan deferment.

Recommendation No. 12: The Federal government should provide support and incentives for medical
schools that demonstrate success in recruiting and retaining minority faculty.
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III. FINANCIAL STATUS OF TEACHING HOSPITALS

METHODOLOGY

The primary indicators used by Lewin/ICF to analyze hospital financial viability were hospital margins. Three different
margin measures are presented in this report: Prospective Payment System (PPS) operating margin (PPSOM), patient margin
(PM) and total margin (TM). PPSOM measures the profit or loss resulting from the provision of acute inpatient hospital care
to Medicare beneficiaries under the PPS; it is defined as PPS operating revenues minus PPS operating costs divided by PPS
operating reverues ((R-C)/R) expressed as a percentage. PPS margins include total DRG case payments, outlier payments,
and indirect teaching and disproportionate share adjustments. They do not include payments or costs for capital, direct medical
cducation and kidney acquisition. PM measurcs the financial gain or loss from third-party payments against total hospital
expenses. PM is defined as net patient revenues minus total expenses divided by net patient revenue. TM best reflects the
overall financial condition of an institution because it includes all sources of revenue and expense. It is defined as total net
revenue minus total expenses, divided by total net revenue.

The principal data used to develop financial measures for the report are derived from Medicare cost reports summarized on
the Hospital Cost Report Information System tapes produced by HCFA. PPS statistics are presented in overlapping time
frames known as "PPS Years"--PPS Year 1 (PPS-1), PPS-2, etc. Data for 2 PPS year are derived from hospital fiscal year
cost reports that begin during a Federal Fiscal Year (FFY). Data spanaing PPS-1 (which begzn in FFY 1984) through PPS-4
(approximately FFY 1987) were available from approximately 5,500 hospitals. In addition, these data were used to develop
projections of PPSOM for PPS-5 through PPS-7 (FFY 1990). Supplementary data were provided by the AHA and the AAMC,
In particular, the AHA data provided important detail on bad debt and charity care which were not available on the Medicare
cost reports.

KEY FINDINGS

Total and Patient Margin Trends: Based on data it received, the Council believes that hospitals in general and teaching
hospitals in particular have been affected by recent changes in the health care environment. The financial analysis explored
TM (a measure reflecting profit or loss when all hospital revenues and expenses are considered) and PM (a measure
comparing hospital net patient revenues to all hospital expenses) in all hospitals and in major and minor teaching hospitals
over the time period between PS-1 and PPS-4. These data reflect downward trends as shown below:

Hospital Type/Measure PPS-1 PPS4
All Hospitals
™ 7.6% 3.5%
PM 26 -2.1
Major Teaching
™ 4.5 1.8
PM -5.6 -8.2
Minor Teaching
™ 9.0 38
PM 4.3 -2.2
1. Major teaching hospitals are those that report an intern or resident-per-bed (IRB) ratio greater than or equal to 0.25. Minor teaching hospitals

have an IRB ratio of less than 0.25.




The major teaching hospital PPS-4 TM at 1.8 percent was below the 2 to 5 percent range thought to be required to
support the teaching and patient care goals of major teaching institutions in the current environment of moderate  inflation.

Medicare Operating Margin Trends: Medicare PPSOM, which measures the profit or loss resulting from the provision of
acute inpatient hospital care to Medicare beneficiaries, also falls sharply between PPS-1 and PPS-7 (Figure 1). For all
hospitals, it falls from 14.7 percent in PPS-1 to a projected -2.6 percent by PPS-7. PPSOM values for PPS Years 1, 4, and
7 for all hospitals and major and minor teaching hospitals are as follows:

Hospital Type PPS-1 PPS4 PPS.7 (Pr
All Hospitals 14.7% 51% -2.6%
Major Teaching 21.2 13.7 7.3
Minor Teaching 16.6 73 21

Figure 2 compares PPSOM, TM, and PM by teaching status for PPS-4. As it shows, despite the relatively high margins
teaching hospitals appear to be earning from Medicare, their patieat margins from service to patients are significantly negative,
in part due to their high bad debt and charity burdens.

Variability in Medicare Operating Margins: Study results show wide variation in PPSOM across hospital groups and across
geographic regions. The data presented below indicate the range of PPSOMs within a variety of hospital group characteristics
projected for PPS-7. Within each group the hospital characteristics correlated with the highest and lowest average PPSOMs
in the group are shown below:

PPS OPERATING MARGIN BY HOSPITAL GROUP
PPS-7 (Projected)

Hospital Gr

Teaching Status

All hospitals -26%
Nonteaching -5.6% Low
All teaching 0.6%
Major 1.3% High
Minor 2.1%
Academic 51%

Census Division

New England -150% Low
Mid-Atlantic 58% High
South Atlantic -1.5%
East North Central -3.5%
East South Central -0.6%
West North Central -12%
West South Central -4.3%
Mountain -01%
Pacific -1.5%
8

28




PPS OPERATING MARGIN BY HOSPITAL GROUP
PPS.7 (Projected)

(Continued)
Hospital Group
Urban Bedsize
<100 -2.7%
100-404 -4.4% Low
405-685 -0.7%
>685 4.7% High
Rural Bedsize
<100 -1.8% High
100-169 -5.9% Low
>170 -5.5%
Ownership
Church -1.6%
Voluntary -31%
Proprietary -4.1% Low
Government 0.5% High
Percent Medicare Days
> =65 percent -1.71% Low
50-64 percent -4.8%
25-49 percent -1.6%
0-24 percent 5.0% High

The above figures indicate that nearly every group is projected to have negative PPSOM by PPS-7.

Percent of Hospitals with Negative PPSOM: By PPS-7, 55.6 percent of all hospitals are projected to have negative PPS
margins. This statistic by teaching status for PPS Years 1 to 4 is as follows:

PPS.7
Hosgpital PPS-1 PPS-4 (Projected)
All hospitals 17.6% 44.5% 55.6%
Major teaching 6.1% 16.6% 370%
Minor teaching 6.6% 30.7% 58.2%

These projections indicate that by PPS-7 over one-third (37.0 percent) of the nation’s major teaching institutions and almost
three-fifths (58.2 percent) of the nation’s minor teaching hospitals will not have their Medicare operating expenditures covercd
by their Medicare revenues.




Figure 1
Medicare Actual and Projected Margins by PPS Year by Hospital
Teaching Group Using Simulation for FY 1990 at 7.7 Percent IMEA
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Percentile Distributions of PPSOM: Percentile margin statistics indicate the degree to which margins vary across individual
hospitals. For example, in PPS-7, 25 percent of the nation’s hospitals are projected to have a PPSOM of less than -17.1
percent (the 25th percentile). The following statistics, also displayed in Figure 3, indicate PPSOM percentile trends for PPS
Years 1 through 7 by teaching status:

PPS OPERATING MARGINS PERCENTILE DISTRIBUTION

Year/Hospital Type ~25th —Mediap —15th
PPS-1
All hospitals 2.8% 11.2% 17.7%
Major . wching 12.7% 18.9% 251%
Minor <aching 9.9% 15.2% 20.6%
PPS-2
Major teaching 13.3% 22.0% 28.0%
Minor teaching 1.7% 14.8% 212%
PPS-3
Major teaching 6.3% 16.1% 22.6%
Minor teaching 23% 9.7% 16.1%
PPS-4
All hospitals -8.7% 2.1% 10.9%
Major teaching 5.7% 14.7% 20.7%
Minor teaching -21% 4.5% 129%
PPS-5
All hospitais -11.6% -0.2% 10.0%
Major teaching 3.1% 11.1% 19.5%
Minor teaching -6.8% 2.8% 11.3%
PPS-6 (Projected)
All hospitals -14.4% -11% 111%
Major teaching -6.1% 9.0% 20.6%
Minor teaching . -11.8% -0.7% 9.4%
PPS-7A(l}’ rl:)jecgte:l) 17.1% 2.7% 10.4%
ospitals -1/, &, l'70 470
Major teaching 9.1% 7.7% 19.8%
Minor teaching -14.8% -3.2% 7.2%

Source: Lewin/ICF Payment Simulation Model

By PPS-7, 25 percent of the nation’s major teaching hospitals are projected to have PPSOM of less than -9.1 percent. For
minor teaching institutions the comparable statistic is -14.8 percent. The data suggest a high degree of Medicare underpayment
for many of the Nation's teaching hospitals.
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Figure 3
Major and Minor Teaching Hospital 25th and 75th Percentile
PPS-OM Trends PPS-1 to PPS-5 (Actual) and FY 1989 to FY 1930 (Projected)
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The Indirect Medical Education Adjustment (IMEA): Reduction in the IMEA from the current 7.7 percent to 3.5 percent
or below could have a severc impact on the PPSOMs of major teaching hospitals and academic medical centers depending
on the size of the reduction. Under the current IMEA, the average PPSOM for major teaching hospitals is projected to be
7.3 percent in PPS-7. However, if the IMEA were reduced to 3.5 percent, the projected average PPSOM for major teaching

hospntals would decline to -4.4 percent in PPS-7.2 The range of projected PPSOM values under different IMEA assumptions
is as follows:

PPS OPERATING MARGIN BY TEACHING STATUS (PPS-7)

IMEA FACTORS
Hospital Type 11% WAL $6% 44% 3:5%
All Hospitals -2.6% 29% -3.3% -4.8% -5.5%
Minor Teaching 21% 2.5% 29% -4.7% -5.5%
Major Teaching 13% 58% 4.6% -1.6% -4.4%

Balance Sheet Measures and Hospital Creditworthiness: Despite the decline in teaching and nonteaching hospital margins,
a negative impact has not yet been observed on balance sheet measures such as the current ratio (CR) and the fixed asset
financing ratio (FAFR). This finding reflects the ability of hospitals to maintain stability in these measures despite changes
in short-term opcrating conditions. Nevertheless, hospital creditworthiness may have declined from 1983 to 1987; of the
20 percent of rated hospitals that received rating changes between 1983 and 1987, 80 percent received downgrades. The ratio
of teaching hospital downgrades to upgrades was about 3:1 between 1983 and 1987, compared with a 4:1 ratio for all hospitals.

Bad Debt and Charity Care: In general, higher levels of bad debt and charity care are associated with lower TMs. The
relationship of bad debt and charity care levels to TM was stronger for major teaching hospitals. Major teaching hospitals
with the highest levels of bad debt and charity exhibited an average TM of 0.43 percent during calendar year 1988 compared
with an average TM of 2.7 percent for major teaching hospitals with the lowest levels of bad debt and charity care.3

2, These projections assume that reductions in the IMEA would not be budget neutral. This is the assumption made in the Administrations’s FY
1991 budget. Similar projections conducted by ProPAC assume budget nevirality and therefore show less scvere PPSOM declines because savings
obtained from IMEA reductions are redistributed back to ail hospitals, including teaching institutions.

3. From AHA data as presented in the Lewin/ICF Finai Report. See Table 9 on page 55 in Appendix A.
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CONCLUSIONS AND RECOMMENDATINNS

A. HOSPITAL TOTAL MARGINS

Conclusion A-1. Hospital total margins (TMs) and patient margins (PMs) decreased through PPS-4
for both teaching and nonteaching hospitals.

The Lewin/ICF analysis of Medicare cost report data shows average TM ior all hospitals declining from 7.6 percent in PPS-1
to 3.5 percent in PPS-4. Average major teaching hospital TM declined from 4.5 percent to 1.8 percent over the same period.
AHA annual survey data show a similar trend; average TM for all hospitals declined from 6.0 percent in the 1985 survey year,
a period largely similar to PPS-1, to 3.3 percent for 1988, a period similar to PPS-4 (Appendix D).

Conclusion A-2. While the balance sheet measures of current ratios and fixed asset financing ratics
for teaching and nonteaching hospitals did not change significantly through PPS-4, hospital bond rating
changes for all hospitals during this period were three to four times more likely to be downgrades than
to be upgrades.

It should be noted that financial analysts commonly review a large number of balance sheet and other factors in evaluating
~ the financial health of hospitals. Rating changes are based on apparent changes in a hospital’s financial statements, utilization
trends, and other relevant factors; the ratio of teaching hospital downgrades to upgrades was about 3:1 between 1983 and 1987,
and 4:1 for all hospitals.

Conclusion A-3. High levels of uncompensated and undercompensated care and the failure of
third-party payments to keep pace with rapidly rising costs appear to be significant factors in the
declining financial status of some U.S. teaching hospitals as measured by TMs.

As many third party payers including Medicare arc attempting to control hospital reimbursements, hospital revenue growth
has not kept up with rising costs. At the same time, expectations that teaching hospitals will provide care to indigent patients
is conflicting with their diminishing ability to shift the costs of this care to other payers.

Conclusion A-4. Although major teaching hospitals have relatively high Medicare Prospective Payment
System operating margins (PPSOMs), their TMs are the lowest in the industry. This is due in large
par to the amount of uncompensated care they deliver.

Conclusion A-5. All other things being equal, as teaching hospital PPSOMs continue to decline,
teaching hospital TMs will also continue to deteriorate.

If this is allowed to happen, major teaching hospital total margins could very well fall significantly below the 2 to 5 percent
range that expert testimony before COGME has indicated as minimally consiscent with the overall financial heaith of the
nation’s teaching institutions.

Conclusion A-6. If the financial status of teaching hospitals continues to deteriorate, there could
be a threat to the size and quality of GME programs and the ability of these institutions to provide
care to the poor.
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Recommendation No. 1: Payments from all payers to teaching hospi:als should be sufficient to enable
them to deliver quality patient care and offer exemplary teaching programs to students and residents.
As Congress deliberates on future health care legislation, it should consider the impact of its decisions
on the total margins of hospitals generally and teaching hospitals specifically. This consideration will
be particularly important as policies concerning coverage of bad debt and charity care and extension
of health insurance to uninsured and underinsured individuals are formulated.

Recommendation la. It is urgent that Congrers address the issue of uncompensated and
undercompensated care,

Recommendation 1.b. Since all recipients of health care services share the benefits of medical
education, all payers, including private pzyers and Medicaid, should share in its costs.

Recommendation 1.c. Private payers should be strongly encouraged to pay their fair share of the
costs of medical education.

Recommendation 1.d. Congress should require that all state Medicaid programs incorporate explicit
and appropriate payments for medical education into their payment formulas.

Recommendation l.e. Hospital margins, balance sheet measures, and other indicators of the financial
status of teaching hospitals should be carefully monitored as more recent PPS data become available.

B. PPS OPERATING MARGINS

Conclusion B-1. PPS operating margins (PPSOM) for all hospitals and teaching hospitals have
fallen steadily since the beginning of PPS.

The average PPSOM for all hospitals declined from a PPS-1 high of nearly 15 percent to a projected PPS-7 level of
approximately -2.6 percent. By PPS-7, minor teaching hospital average PPSOM is also projected to be in the -2 percent
range while major teaching hospital average PPSOM will be about 7.3 percent. Major teaching institutions are one of the
few types of hospitals which may show positive earnings from Medicare during PPS-7.

Recommendation Nn. 2: Optimal national policy needs to balance budgetary concerns with health
care policy concerns. Medicare payments shculd cover the costs associated with the provision of
care to Medicare beneficiaries. To compensate for the increased risk associated with PPS, PPSOMs
should be above zero on average across the nation’s hospitals.

The financial projections presented in this report provide more current information to guide the Congress in its determination
of future PPS annual update factors. Projections presented herein contrast markedly with data from carlier years which suggest
that hospitals in general and teaching hospitals in particular ar¢ being financially rewarded by PPS.

18

3




C. IMPACT OF THE INDIRECT MEDICAL EDUCATION ADJUSTMENT (IMEA)

Conclusion C-1. The PPSOMs of teaching hospitals are highly sensitive to changes in the indirect
medical education adjustment factor (IMEA). If the IMEA were reduced to the levels reccommended
by the administration’s FY 1991 budget, average major teaching hospital PPS margin could drop into
the negative range, and an increased number of teaching hospitals could have a negative PPSOM.
In the opinion of the Council, this would be an unacceptable outcome for Medicare payment policy.

Recommendation No. 3: In view of the deteriorating financial status of teaching hospitals, caution
should be exercised in altering any one reimbursement component. Neither the indirect medical
education adjustment of 7.7 percent nor direct medical education payments should be reduced from
the current levels at this time. Future adjustments in the IMEA should be based upon information
that includes data obtained from a continuous monitoring of teaching hospital finances.

D. VARIATION IN PPS OPERATING MARGIN AMONG HOSPITALS

Conclusion D-1. There is a wide and increasing variation in PPS operating margins among individual
hospitals and across various types of hospitals and geographic areas.

The wide discrepancy in PPSOM across the nation's hospitals suggests that hospitals win and lose under PPS as much from
circumstance as for reasons of hospital efficiency and competent management. In retrospect it may not have been prudent

to expect changes in the Medicare payment system to even out regional or institutional differences in the way care is provided
in the nation’s hospitals.

A particular effort should be made to determine if teaching hospitals are being rewarded for efficiency and penalized for
inefficiency. As policymakers and researchers learn more about practice style variations through analysis of small area
variations and are more confident that national physician practice protocols are appropriate, more empbasis can be placed
upon national rates.

Recommendation No. 4: Efforts should be made to determine the reasons for the wide and growing
variation in PPS margins among individual teaching hospitals and among hospitals located in various
regions of the country. The financial impact of PPS ultimately should be more closely equalized
across the nation’s hospitals. This implies both adequate levels of Medicare payment as called for
in Recommendation No. 1, and an improved matching of FPS payments to the current cost structures
of different types of hospitals and different geographic areas.

E. THE IMPORTANCE OF COST CONTROL EFFORTS

Conclusion E-1. Hospital PPSOMs are as much affected by hospital efforts to reduce costs as by
PPS payment levels. Although many teaching hospitals have already taken clear and commendable
steps to control their costs, continuing cost control efforts must be pursued vigorously.

As a general rule, teaching hospitals that have been able to restrain growth in the per case cost of providing care to Medicare
patients have higher PPSOMs than those hospitals in which per-case Medicare costs have risen more sharply.
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Recommendation No. 5: The Congress and Administration should continue to support the basic
principles of PPS as modified by the preceding recommendations.
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IV. UNDERREPRESENTATION OF MINORITIES IN MEDICINE

The second critical issue prompting the Council on Graduate Medical Education to submit this report is the deteriorating
state of minority representation in medicine. The Council wishes to underscore the potential impact of this situation on
access to health care for minorities and other underserved populations. This part of the report will examine some of the
major factors responsible for this situation and make recommendations designed to reverse this disturbing trend.

Throughout this chapter, the term "minorities" refers to underrepresented minority groups, and, as defined in the previous
report of COGME, includes Blacks, Native Americans, Mexican Americans and Mainland Puerto Ricans.

As set forth in the previous report, two considerations are invoived in our concern with the underrepresentation of minorities
in medicine - namely, 1) equity of access to careers in the health professions, and 2) the well-documented impact of minority
health professionals on access to health care for the poor, minorities, and other underserved populations. By the year 2000,
one of every three workers entering the work force will be a minority. This fact has led the present administration to conclude
that the issue of equity of access for minorities to all careers is no longer an issue of social justice alone, but is also one of
National expediency.

While a number of factors contribute to the underrepresentation situation in medicine, our analysis has revealed that the
impact of three factors is so profound as to require special and immediate attention and action. Those factors are:

0 The deteriorating pool of minority applicants to medical schools;
0 The growing debt burden of minority students pursuing health careers; and
0 The persistent shortage of minority faculty in medical schools.

F. MINORITY APPLICANT POOL

Conclusion F-1: The minority applicant pool for medical education continues to deteriorate.

Conclusion F-2: Available data indicate that the problem of recruiting minority students to medical
school is directly linked to poor early academic preparation and insufficient encouragement. There
is both a high dropout rate among minority students and evidence that those who remain in the
educational pipeline are often inadequately prepared for study in the health sciences.

Despite efforts over the past decade to increase minority participation in medical education, the minority applicant pool
continues to show an alarming decline.! Table 4-1 shows that the numbers of applicants from underrepresented minority
groups peaked in 1984. Subsequently, the applicant pool of underrepresented minorities declined below the 1978 level. This
decline has been marked; from 1984 to 1988, this pool had declined by over 19 percent. The number of Black applicants
decreased by 18 percent, Mexican American applicants by 22 percent, American Indian applicants by 24 percent, and Mainland
Puerto Rican applicants by 26 percent. While there has been an increase in the percentage of minorities in the total applicant
pool, it should be noted that this increase is due to a decrease in the non-minority applicant pool.
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Table 4-1
Number of Underrepresented Minority and Nonminority Medical School Applicants
By Entering Classes, 1978 to 1988

Race/Ethnicity 1978 1979 1980 1981 1982 1083 1984 1985 1986 1987 1988
Black American 2,564 2,599 2,594 2,6AM 2,600 2,558 2,620 2,428 2,388 2,203 2,160
Amsrican Indian 133 151 147 160 137 161 150 125 121 123 114
Hexican American 433 457 449 515 504 507 585 518 507 466 435
Mainland Puerto Rican 191 173 191 222 212 214 253 250 187 196 187
All underrepresented 3,321 3,380 3,381 3,541 3,433 3,440 3,578 3,321 3,203 2,988 2,896
All applicants 36,636 36,141 36,100 36,727 35,730 35,200 35,944 32,893 31,323 28,123 26,721

Source: Association of American Medical Colleges, Division of Minority Health, Facts and Figures V. June 1989

If the minority applicant pool continues to shrink, there may be an even greater shortage of minority physicians in the United
States, particularly in relation to the proportion of minorities in the general population.” This may result in still less access
to health care for minorities and disadvantaged groups. Perhaps as great a problem lies in finding residency positions after
graduation: 19.6 percent of American Indians did not match in the National Residency Matching Program in 1987.

While there is no clear consensus regarding all the reasons which account for the disproportionately low numbers of minorities
in the applicant pool, there is agreement that at least four factors contribute significantly to the problem: (a) lack of
educational preparation, particularly in the sciences; (b) lack of role models and appropriate motivation; (c) lack of appropriate
information and counseling at early stages in the educational process; and (d) lower income levels in minority populations.
A 1983 study prepared for the Association of Minority Health Professions Schools stated that barriers to increased enrollment
of minorities in medicine include poor high school and college preparation in the sciences for many minority students, and
lack of appropriate counseling for health professions careers.

In 1978, the AAMC Task Force on Minority Opportunities In Medicine indicated that the size and quality of the applicant
pool are two of the most critical factors affecting future increases in the admission of minority students to medical schools.
The report also concluded that future substantial increases in the quality of minority applicants will require more involvement
by medical schools at the high school and college levels and that particular emphasis will have to be placed on recruitment,
on academic and personal support systems at the college level, and on the role of the traditionally Black colleges.

Projected demographic trends suggest that, over the next two wecades, Black and Hispanic population growth during the
1990s will result in approximately one-fourth of the population of junior high school students through college age groups
being underrepresented minorities, primarily Black or Hispanic. This proportion will rise to about one-third by the year
2010 The expected growth of minority populations and the ability of educational programs to meet their needs for education
are factors that will affect the numbers that apply for medical school entry in future years.

The Educational "Pipeline"

The educational process is often described as a pipeline; students flow through educational experiences that begin with
elementary school or earlier and culminate with completion of college. The applicant pool for entry into medical school is
a product of this pipeline. A study by the National Sciencc Foundation which tracked a 1977 high school class through the
Natural Science,/Engineering Pipeline graphically illustrates this concept (Figure 4). This particular path is especially pertinent
in this discussion, since most medical school entrants have bachelors’ degrees in the natural sciences.
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Figure 4

Natural Science/Engineering® Pipeline: Following a
Class from High School Through Graduate School

1977 high school sophomores
4,000,000 (100%)

1977 high school sophomores
interested in NSE 730,000 (18%)

1979 high school seniors
interested in NSE 590,000 (15%)

1980 college freshmen planning
NSE degrees 340,000 (9%)

1984 NSE B.S. degrees 206,000 (1.5%)

1984 NSE graduate students 61,000 (1%) \ /
1986 NSE M.S. degrees 46,000 (1%) g

1992 NSE Ph.D.s 9,700 (0.2%) °

a Natural science/engineering (NSE) includes physical, mathematical, and life sciences, and engineering, but not the social sciences,

b National Science Foundation estimate, based on the historical rate in NSE of 5 percent of B.S. graduates going on for Ph.Ds.

NOTE: These National Science Foundation estimates indicate the general pattern of the NSE pipeline, but are not actual numbers of students in
the pipeline. The estimates are based on data from the U.S, Department of Education-sponsored National Longitudinal Study of 1972 Senior
and high School and Beyond Study of 1980 Seniors.

SOURCE: National Science Foundation, The Science and Engincering Pipeline, PRA Report87-2, April 1987, p.3; and personal communication with
National Science Foundation staff.
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Minority students are at substantial risk of dropping cut of school before obtaining a high school diploma. Hispanic students
are at the highest risk of not completing high school. According to a report by the Department of Education released in
September 1989, 35.7 percent of the nearly four million Hispanic students in the country dropped out before completing high
school; in some metropolitan areas, this rate goes as high as 70 percent.! In another study of the dropout rate in ten major
cities in 1988, nearly one-t?ird of Hispanic students dropped out before reaching the seventh grade; the dropout rate for black
students was 14.8 3perccnt. Among Native Americans, the rate has declined slightly in recent years, but college enrollment
has also declined.

Lower proportions of underrepresented minority high school graduates go to college after graduation from high school. A
1985 study conducted by the American Association of Colleges and Universities reported that between 1984 and 1988, the
proportion of Black high school graduates going to college had declined by 11 percent, and Hispanic high school graduates
had declined by 16 percent. Some of the reasons cited included the rising cost of education, higher admissions standards,
reductions in financial aid, inability of minority families to pay for college expenses, and inadequate preparation. In 1988,
only 25.0 percent of Black men and 30.5 percent of Black women went to college following high school graduation.
Comparable percentages for Hispanics were 31.5 percent and 30.3 percent for men and women respectively, and for whites,
39.4 percent for men and 369 percent for women.

As of 1987, Black Americans, Hispanics, and American Indians continued to be underrepresented among degree recipients
comparcd with their enrollment levels in higher education. Black Americans made up 9.2 percent of all undergraduate
college students but received only 5.7 percent of all bachelors’ degrees in 1987. Hispanic Americans comprised 5.3 percent
of the undergraduate population in 1986 but earned only 2.7 percent of all bachelors’ degrees awarded that year. Similarly,
American Indians comprised 0.8 percent of undergraduate college enrollment but received only 0.4 percent of all baccalaureate
degrees in 1987.

Recommendation No. 6: Emphasis should be placed on the development and support of programs
which improve the size and quality of the minority applicant pool by focusing on early intervention
(e.g., consortia of medical schools, public schools, and community organizations which work together
to improve the educational pipeline).

Recommendation No. 7: Priority for Federal funding should be given to medical schools and teaching
hospitals that have demonstrated success in the recruitment, enrollment, retention and graduation of
underrepresented minority students.

G. MINORITY INDEBTEDNESS

Conclusion G-1: Minority students incur higher debt levels than majority students, and are being
more severely impacted by rising tuition costs and the decreasing availability of scholarships and
other desirable forms of financial aid. If this situation continues it will exacerbate the decline in
minority applicants to medical school and wiil further discourage minority students from choosing to
practice in primary care specialties and in underserved areas.

The high cost of a medical education and the prospect of continued escalating debt loads are considered critical factors which
have contributed to the decline in minority applicants to U.S. medical schools.

2%




Since the early 1980s, when the debt levels of minorities and nenminoritics closely approximated cach other, there has been
an increasing reliance of minorities on loans contributing to a h gher level of debt owed by minorities upon graduation from
medical school. Table 4-2 shows that the mean debt levels of indebted minority medical school graduates who borrowed
money to pay for their medical education nearly tripled between 1980 and 1988, from 318,’350 to $48,729. In comparison, the
mean debt for all indebted graduates doubled over this period, from $17,125 to $38,489."°

Table 4-2
Totai Premedical and Medical Education Mean Debt*
for Minority and All Medical School Graduates
1980, 1988 and 1988

MINORITY GRADUATES ALL GRADUATES

Percent Percent

Year Mean Debt In Debt Mean Debt In Debt
1980 $18,350 90.1 $17,125** 76.0
1985 $35,613 91.5 $29,943 86.6
1988 $48,729 91.7 $38,489 83.1

* Includes only indebted senior students
** The figure for 1980 is only for nonminority graduates

Source: Association of American Medical Colleges, Division of Minority Health, Facts and Figures I, Il and V. November 1983, March 1985 and
Junc 1989

Furthermore, the percentage of underrepresented minority graduates in debt for $50,000 or more increased dramatically JS

37 prcent of 1988 graduating minoritics, as shown in Table 4-3. The comparable figure for all graduates was 24 percent.
There are no indications that these trends are reversing.

Table 4-3
Percent Minority and Nonminority U.S. Medical School
Graduates by Level of Indehtedness
1980, 1985 and 1988

Amount Owed
$1- $10,000 $20,000 $30,000 $50,000
None __$9.999 $19999  $29.999 $49,999 or More

1980

Minority 99 17.7 4.8 258 11.0 09
Nonminority 240 19.3 27.2 200 09.0 0.6
1985

Minority 8.5 8.8 12.5 18.9 315 19.7

All Graduates 134 115 133 232 25.8 128
1988

Minority 83 57 99 128 26.6 6.7

All Graduates 16.9 9.4 104 14.7 243 242
Source:  Association of American Medical Colleges, Division of Minority Health, Facts and Figures [ [l and V. November 1983, March 1985 and

June 1989
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The high costs and the prospect of increasingly higher debts to obtain a medical education have a greater negative impact
on students from economically disadvantaged backgrounds, many of whom are members of minority and ethnic groups that
arc underrepresented in the medical profession. Black Americans, American Indians, Mexican Americans and mainland
Puerto Ricans, the minority groups most underrepresented within the medical profession, are the groups niost likely to come
from the lower economic strata in the United States.

The inability of medical schools to attract increasing numbers of minority students into the medical profession because of
financial and other impediments will likely exacerbate current and future problems related to the poorer health status of
Black and other minority components of the U.S. population, and impede the goal of achieving greater access to medical
and health care services for medically underserved minority and disadvantaged groups.

F nflyencing In n

Many factors influence the total amount of debt owed by medical students upon the completion of their education. In
addition to the high and steadily increasing costs of tuition and other medical school educational expenses, these factors
include premedical debt incurred by students for their undergraduate medical education; the accessibility of and types of
scholarships and loans available to students; the costs of obtaining and repaying obligated loans; cultural values and practices,
especially in regard to incurring debt; and characteristics of the student populauon such as age, marital status, student
independence or dependence on their parents and their ability to access parental income.

Tuition. Fees, and Other Medical School Expenses

The cost of a medical school education ranks among the most expensive of health and other types of professional school
training. Most medical schools increased tuition for first-year medical students by over 50 percent, in current dollars, during
the first half of the 1980s. Over the ten-year period from 1980 to 1989, tuition increased two and one-half times for students
attending private medical schools, more than three times for State residents enrolled in public schools, and almost four times
for nonresidents attending such schools.!® During the past five years, average first year tuition increased 37.5 percent at private
schools, and, at public schools, 53.0 percent for State residents and 70.8 percent for out-of-state residents entering their first
year of studies. In 1989, average annual tuition was $17,783 at private schools; $5935 for State residents attending Stzte
medical schools; and $14,080 for non-State residents (Table 4-4). The sharp increases in medical education costs through the
1980s are expected to continue into the 1990s.

Financi istance Awar: ical School n

The AAMC reports that student demand for financial assistance continued to increase during the second half of the 1980s.
Total financial assistance awarded to medical students increased by 41.8 percent, from $453.2 million in 1984 to $642.5 million
in 1987. Although scholarship assistance increased from $106 million in 1984 to $111.3 million in 1985, $130 million in 1986,
and to $145 million in 1987, loans remained the major source of medical student financial assistance. A comparison of medical
student support shows that loans represented 76 percent and 77 percent, respectively, of total financial aid in 1984 and in 1987.
Between academic years 1983-87 to 1987-88, total financial assistance to medical students increased by 11.6 percent, from $575.5
million to $642.5 million.!*!

47




Table 4-4
Average Tuition, Fees and other Expenses for First Year
Medical Students, 1985-1986 and 1988-89

1985-86 1988-89
Pu dical Scho esident
Tuition $ 3,890 $ 5,935+
Student Fees 389
All Other Expenses 7,342 __8,236%%
Average Costs $11,621 $14,171
Public Medical Schools, Nonresident
Tuition $ 8,557 $14,089*
Student Fees 389
All Other Expenses 7,342 8,236%%
Average Costs $16,288 $22,325
Private Medical Schools
Tuition $13,678 $17,783%
Student Fees 414
All Other Expenses 8,214 8,852%%
Average Costs $22,306 §26,635
i Includes tuition and Fees
s Includes room and board, books, equipment, supplics, transportation, and entertainment

Source: Association of American Medical Colleges, Section on Student Educational Programs. April 1986 and February 1989

Scholarships: Significant scholarship aid is required for low and middle income minority students if they are to consider
medicine as a realistic career goal. In 1988, slightly over 82 percent of minority medical school graduates indicated they had
received some form of scholarship assistance. Among 1988 minority graduates indicating the receipt of such aid, 62.4 percent
indicated that they had received medical school-awarded scholarships. The average amount of these awards was $2,80) in 1987.
Almost 39 percent received assistance from the second largest source, the Nq)tional Medical Fellowships, Inc. About one-fifth
of 1988 minority medical school graduates were awarded State scholarships.

Although scholarship aid has increased overall, Federal service-obligated scholarship assistance awarded to minorities declined
during the 1980s. The percent of minority graduates indicating they had received such aid dropped from 29 percent in 1980
to 22 percent in 1985, and 7.6 percent in 1983. Most of the decline in Federal servi-:-e-obligateg scholarship assistance can
be attributed to reductions in the National Health Service Corps (NHSC) Scholarship program.l 14
The NHSC was originally conceived as a Federal scholarship program which provided support to medical, osteopathic, and
other health professions students in return for a period of obligated service in a designated health manpower shortage area.
Eiglity three percent of the 13,000 medical and other health science students who received NHSC scholarships have fulfilled
their commitments through service in a shortage area. Over one quarter of these individuals were minorities. Of the small
aumber of current obligors, 20 percent are Black and overall minority representation is 43 percent. The decreasing availability
of scholarships, including NHSC scholarships, is cited as a factor contributing to the decrease in numbers of minorities seeking
to euter medical schools (Simpson 1988).
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Part of the decline in NHSC service-obligated support has been offset by the non-service commitment Exceptional Financial
Need (EFN) scholarships and other smaller, non-Federal scholarships which usuall{s provide about $3,000 a year for support.
In 1988, 7.5 percent of minority graduates reported receiving an EFN scholarship.

The Armed Forces Health Professions (AFHP) program is the largest single source of scholarship assistance. This program
was established to obtain trained health professionals for the military services. The average annual amount of AFHP
scholarships was $19,620 in 1987. The number of minority graduates who received an AFHP scholarship increased from
5.7 percent in 1980 to 6.8 percent in 1985, and declined to 5.5 peccent of such graduates by 1988.

Loans: Although total scholarship and loan wssistance support increased in the 1980s, the corresponding decline in health
professions full scholarship support and constraints on the availability of low cost alternatives to financing a medical education
during the past decade have contributed to the need for minorities to borrow more often, in larger amounts and at higher
interest rates than in the past. As the availability of subsidized loans through the Health Professions Loan Program and the
Guaranteed Student Loan Program have decreased, medical students have increasingly turned to the Health Educational
Assistance Loan Program and other sources that charge market level interest.

The AAMC has reported that a follow-up assessment of accepted applicants who failed to matriculate in medical school in
1986 revealed that most of these potential medical school students matriculated in other types of professional schools.
However, this study did not directly assess whether these students failed to enter medical school because of a lack of financial
assistance, or because of a belief that they might not be able to repay their medical school debt (AAMC, 1987).

Increased enrollment of minorities in medical schools was gre%test in the late 1960s and the 1970s during the period of full
scholarship and readily available low interest loan assistance.l> Many observers believe that the insufficient availability of
full scholarship support and low cost and/or subsidized loan options has contributed to changes in the sociodemographic and
economic characteristics of students applying to and entering medical school over the past decade (Lloyd 1989, Simpson 1990).

A study which examined the effectiveness of the Federal Health Manpower Programs of the 1960s and 1970s in increasing
access to medical school found that, regardless of ethnic background or race, students from sociocconomically disadvantaged
families were able to enroll in even the most expensive medical schools and graduate without much more debt than students
from families with more resources. The authors concluded that because thesc programs were successful in enabling
economically disadvantaged individuals to enter medical school, their elimination would have a large negative impact on
low-income individuals.!

Other studies did not demonstrate discernible effects of tuition differentials or increasing costs on minority applicants or
medical school matriculants in past years. An earlicr study had indicated that the availability of financial aid kept the minority
applicant pool at a stable level during the later 1970s.16 A study supported by the Bureau of Health Professions (BHPr) and
conducted by the AAMC which examined debt and other characteristics of 1983 senior medical students attending private and
public medical schools found that there were no differences etween minority and nonminority senior year debt levels among
those who had entered public medical schools. However, the mean debt levels of minorities who had attended private medical
schools was lower than that of nonminorities. The authors attributed this finding to the higher proportion of minority students
who attended private medical schools dur;ri% the peak years of the NHSC program and received these scholarships for all four
years of their medical school education. '

This AAMC study also showed that among students who received a scholarship, the amount of debt accumulated varied by
the source of the award. The mean debt of 1983 seniors who were Federal (AFHP and NHSC) service-obligated scholarship
recipients was $14,500. The mean debt of AFHP and NHSC scholarship recipients was about $11,700 less than that of State
scholarship recipients and almost $15,000 less than those of students receiving other types of scholarships. This finding was
attributed to the dollar amounts of Federal service-obligation scholarships which are substantially greater than State and other
types of scholarships, leaving Federal scholarship recipients less in debt than their counterparts who received other types of
scholarship assistance.

Recommendation No. 8: The debt which minority studenis incur should be limited through adoption
of a balanced strategy of scholarships, loan interest subsidies, and loan repayment programs. Medical
schools should also be encouraged to develop innovative ways of reducing costs for minority students.
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Recommendation No. 9: The Federal Government should provide more support in direct scholarships

and develop programs that match or otherwise stimulate scholarships from other public and private
sources.

Recommendation No. 10: The National Health Service Corps should be expanded and should develop
targeted opportuniti.. for minority students.
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H. SHORTAGE OF MINORITY FACULTY IN MEDICAL SCHOOLS

Conclusion H-1: Minorities are severely underrepresented on the faculties of U.S. medical schools.
The Council believes that this underrepresentation has a negative effect on both the recruitment,
enrollment, and graduation of minority students and the professional development of !l medical
students.

As shown in Table 4-§, the percentage of underrepresented minority faculty in U.S. medical schools has remained low since
1975. Black faculty members have remained at 1.8 percent of medical school faculties; and Native Americans at 0.1 percent.
There has been a slight increase from 0.2 percent to 0.3 percent of Mexican American faculty, and mainland Puerto Rican
faculty has remained at 0.7 percent. Only 2.7 percent of all faculty were underrepresented minorities in 1975 and 1985. This
percentage increased slightly to 2.9 percent in 1988,

Many minority faculty are employed by minority medical schools. In 1988, 195 of 1,103 Black faculty members (18 percent)
were employed by Howard College of Medicine, Meharry Medical College, and Morechouse School of Medicine. This is a
decrease from 24 percent in 1985, (225 of 950). This would indicate that there has been a slight increase in the number of
Black faculty (6 percent) who are on the faculties of majorit* medical schools. This increase is important becausc o..r 80
percent of all Black students attend majority medical schools. 7

In 1982, 159 percent of miuority medical school graduates listed teaching and research in basic or clinical sciences as their
first career choice,”” amounting to about 160 per year based on an estimated 1,000 minority graduates annually. However,
as noted above, the percentage of minority faculty has changed very little since 1975. Had there been a net increase of 160
minority faculty in 1988, total minority faculty would have increased by almost 10 percent, based on a 1988 total of 1,700
underrepresented minority U.S. medical school faculty.

Table 4-5
Ethnic Distribution of U.S. Medical School Faculty
For Academic Years 1975, 1985, and 1988

1975 1985 1988

Ethnic Group Number __ Percent Number  Percent Number Percent
White 33,345 82.0 43,564 83.0 49,441 82.1
Black American 733 1.8 950 1.8 1,103 1.8

(265) (0.7) (225) (0.4) (195) (0.3)
American Indian 14 - 47 0.1 49 0.1
Underrepresented Hispanic 349 0.9 447 0.8 548 1.7

(223) (0.5) (270) (0,5) (302) (0,5)
Total Underrepresented 1,096 2.7 1,444 2.7 1,700 2.9
Other* 3,622 8.9 4,571 8.7 5,351 8.9
Unknown 2,618 6.4 2,885 5.5 3,716 6.2
TOTAL 40,682 100.0 52,464 100.0 60,208 100.0
- Less than 0.5 percent
() Brackets show cither the number of Black faculty members at Meharry College, Howard university College of Medicine, and Morchouse

School of Medicine; or the number of Puerto Rican and other Hispanic Faculty members on staff at medical schools in Puerto Rico.

. Includes Commonwealth Puerto Ricans, other Hispanics, and Asians.

Source; Association of American Medical Colleges, 1985 and 1988,




Not only are there few minorities on the faculty of most medical schools, there are also few minorities in leadership positions.
In a study looking at the numbers of Blacks in academic administrative positions at approximately 120 nonminority medical
schools, there were no Black deans, only two Black chairs of internal medicine, and no Black chairmen of general surgery.

Table 4-6 shows the distribution of U.S. medical school department chairs by eth.icity. Excluding the minority schools, there

are only 59 (1.7 percent) of the 3,493 chairs belonging to underrepresented minority groups. The percentage increases to 3.1%
when including the minority schools (111 of 3,550).

Table 4-6
Ethnic Distribution of U.S. Medical School Department Chairs

EXCLUDING BLACK &

_TOTAL FACULTY PUERTQ RICAN SCHOOLS

Ethnic Group Number Percent Number _Percent
American Indian 6 0 6 0
Asian 72 2.0 7 20
Black 57 2.0 27 10
Mexicar, American 4 0 4 0
Puerto Rican 44 1.0 22 1.0
Other Hispanics 28 1.0 y 1.0
White 3,154 89.0 3,154 90.0
Missing 185 50 185 50
TOTAL 3,550 100.0 3,493 100

(AAMC, 1990)

Many factors discourage minority students from pursuing careers in academic medicine. Among these are the failure of
medical schools to encourage minority students to seek academic careers, lengthy training to enhance academic skills especially
in research, and higher levels of indebtedness after completing medical school. Indebtedness has been associated with students
selecting a clinical practice rather than an academic_career. The AAMC concluded that minority graduates may need to
generate income to pay back their educational loans.

There are a number of programs designed to develop minority faculty, such as the Johnson Clinical Scholarship, the Markle
Scholarship, the Macy Faculty Scholar Awards, the Minority Access to Research Careers (MARC), National Medical
Fellowships, Inc,, The Commonwealth Fund, Kaiser Scholars, and the recently (1988) established Robert Wood Johnson
Minority Medical Faculty Development Program. However, more data are needed on what happens to students who participate
in these programs, as well as to students expressing interest in academic careers.

In a survey of college professors, Fall 1987,22 it is reported that higher education also has low numbers of underrepresented
minorities: 3 percent Black, 2 percent Hispanic, and 1 percent American Indian. Recognizing that it can be especially difficult
for minority faculty to succeed in isolation, higher education is moving toward recruiting a critical mass (cluster hiring) to
increase the number of minority faculty within departments and colleges. The literature clearly indicates that productive
researchers need a network of colleagues to assure their success in an academic environment.”~ There continues to be a need
to increase the number of minority medical faculty, but also to provide faculty development opportunities to help minority
faculty succeed in academic careers. Financial incentives could provide opportunities for minority residency-trained physicians
interested in academic careers to take advanced academic training. Incentives include assistance in repaying medical school
loans and fellowships to prepare potential faculty for academic careers.

Role modeling and mentoring are especially important in retaining and recruiting minority medical students.*® Medical
schools with high minority graduation rates have more minority faculty per student and lower faculty attrition rates (Luke,
1987). Therefore, an increase in the number of minority faculty must be an important part of any strategy to increase the
number of underrepresented minorities pursuing medical careers.
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There are also programs that provide support a:.d incentives for medical schools with either demonstrated success or ability
to develop focused programs in recruiting and retaining minority faculty. Examples are the Health Carcers Opportunity
Program (HCOP), the Centers for Excellence Program, and funding preferences for awarding Title VII Primary Care training
grants,

Recommendation No. 11: The Federal Government should develop and target for support programs
that encourage minorities to pursue careers in academic medicine. Incentives should take the form
of fellowships, loan forgiveness, and loan repayment.

Recommendation No. 12: The Federal government should provide support and incentives for medical
schools that have demonstrated success in recruiting and retaining minority faculty.
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NOTE ON THE APPENDICES

The Lewin/ICF data and analyses are provided in Appendices A, B, and C. Appendix A is the final version of Lewin/ICF's
draft report presented to the Counril on November 2, 1989. Appendix B is a set of data from an additional analysis requested
by the Council at the November 2 meeting and provided at the January 29-30, 1990, meeting. Appendix C presents a revision
by Lewin/ICF of its projected Medicare margins and certain related statistics, which were presented to the Subcommittees
and Council in June. The Council’s final conclusions and recommendations were revised to take into account the new
projections in Appendix C.
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Individual Commentary

Robert G. Eaton, HCFA

Robert G. Harmon, M.D., IRSA
COGME Members

As representatives of the Department of Health and Human Services (DHHS),
we generally support COGME's efforts in its latest report to examine the
financial status of teaching hospitals for signs of deterioration and to
examine the continuing underrepresentation of minorities in medicine.

In regard to minorities in medicine, it is clear that there is still
underrepresentation of minority physicians in practice, research, and
education in the United States, and that creative efforts need to be
undertaken by government, private industry, and the educational community
to increase the number of minority applicants qualified to enter and
complete a medical education. Secretary Sullivan's Minority Health
Initiative has proposed a number of activities to encourage greater
participation of minorities in the health professions.

In regard to the Report on the Financial Study of Teaching Hospitals, we
generally support the conclusions regarding the effect of the high levels
of care given to the uninsured and underinsured on hospital total
margins. Further, we recognize that the Medicare Prospective Payment
System (PPS) has had an uneven financial impact on hospitals and we are
examining refinements to the system that would achieve greater payment
equity across classes of hospitals. We support as well the conclusion
that hospital PPS margins are as much affected by hospital efforts to
reduce costs as by PPS payment levels and thus hospitals must continue
hospital cost containment efforts. However, as representatives of the
Department, we want to state for the record the Administration's position
on certain items contained in the report.

Since the inception of the Medicare prospective payment system, the
Medicare operating margins for teaching hospitals have been substantially
higher than those of any other class of hospital and have been
significantly higher than the total margins for teaching hospitals. In
this regard, the report indicates that in FY 1987 (PPS-4), hospitals on
average experienced Medicare PPS operating margins of 5.1 percent and
total margins of 3.5 percent. In contrast, hospitals with minor teaching
programs had Medicare operating margins of 7.3 percent and total margins -
of 3.8 percent while major teaching hospitals had average Medicare
operating margins of 13.6 percent and total margins of 1.8 percent during
FY 1987. These data clearly indicate that teaching hospitals are doing
better under PPS than other classes of hospitals and, more importantly,
that Medicare payments are subsidizing teaching hospitals.
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Page 2 - Individual Commentary

However, the presentation of the data in the report could lead a casual
reader to a mistaken conclusion that Medicare payments have contributed
to the financial difficulties of teaching hospitals. One potentially
misleading aspect is the use of the first year of PPS as the baseline for
comparison. For example, patient margins and total margins during the
first few years of PPS were at historically high levels for all
categories of hospitals, largely beca ~ of the effects of PPS. Before
1980, patient revenue operating margins were near zero. They began to
increase slowly thereafter, increasing from 0.3 percent in 1980 to

1 percent in 1983, the year before PPS went into effect. In 1984, the
patient margin, according to the report, rose to 2.6 percent (when the
Medicare operating margin was 14.8 percent). Between 1980 and 1983,
total revenue operating margins were at the 5 percent level; in 1984,
total revenue operating margins increased to 7.6 percent. The report
emphasizes that these margins have declined since the inception of PPS in
1984, However, the 1984 margins were at historically high levels largely
because the average Medicare margin was 14.8 percent that year. Thus,
1984 is not a representative year for assessing the financial condition
of hospitals under PPS.

The use of PPS-1 as the base year for comparing relative increases in
Medicare revenues and costs could also be misleading since it does not
reflect the experience during PPS-1 when average costs per case increased
only 2.2 percent while payments increased 18.7 percent. Rather than
reduce the PPS rates precipitously to account for the excessive payments,
we chose to gradually reduce the payments through lower update factors.
One result is that costs have risen more rapidly than PPS revenues in
recent years. However, the cumulative increase in revenues kept pace
with the cumulative increase in costs over the first five year of the PPS.

In the report's conclusions and recommendations, reliance is placed on
projected margins for FY 1990. These projections are very sensitive to
the aseumptions in the simulation model regarding changes in case mix and
costs per discharge. They have limited value for policy-making because
we do not know the behavioral responses that hospitals will make to
changes in payment. Teaching hospitals have successfully responded to
the incentives of the PPS in the past and we assume that, if faced with
lower margins, they will take action to improve efficiency and control
increases in their operating costs.

At the same time, we recognize that hospitals are being asked to take
additional financial risk through prospective payments from a number of
payers including Medicare. We believe, as the report recommends, that
the variablilty of financial performance of teaching hospitals under
Medicare bears close watching and further study. It cannot currently be
determined whether the variablilty is due to differences in efficiency or
a combination of hospital cost structure and the design of the PPS.

o
()



Page 3 - Individual Commentary

While the contributions to GME financing of payers other than Medicare
could not be analyzed because of the lack of data, the report's emphasis
on Medicare payments does not address the underlying issue of the
appropriate levels of support for teaching hospital programs. We agree
with the report that the viability of teaching hospitals should be viewed
from the perspective of overall financial status and not just one
component such as Medicare payments. In view of this and the fact that
Medicare PPS margins are much higher than total margins in major teaching
hospitals, we disagree with the recommendation that the indirect medical
education adjustment (IMEA) should not be reduced from the current
levels. PPS rates, and adjustments to those rates, are based on
estimates of the resources required to furnish services to Medicare
beneficiaries. They are not based on Medicare operating margins or any
other single measure of financial status. Moreover, we do not believe
that Medicare payments should be used to compensate hospitals for losses
they sustain in their non-Medicare operation. Therefore, we believe it
is reasonable to reduce the IMEA factor to a level shown by recent
analyses to reflect more accurately the impact of teaching activities
upon hospital costs. At the same time, we welcome an open and frank
discussion of the appropriate vehicles for the federal government and
other third party payers to pay teaching hospitals for the costs
associated with their special missions.

Overall, we would like to compliment the Council on its work and on the
dedication of its members.
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